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Middle market activity has never been as strong as it is now. What used to be a space to find bargains has turned
into just another frenzied market, one among many. The median valuation-to-EBITDA multiple for all middle-
market M&A transactions is up yet again this year, to 10.7x. That number includes both strategic and financial
buyers, though the underlying dynamics of the market have shifted of late. Secondary buyouts have jumped in
number while strategic activity has waned; it’s much easier for fellow PE firms to stomach the risk assumptions
embedded in those investments; strategics are, understandably, having a tougher time convincing their boards to
go after those same assets. Buyers that are comfortable with prior PE deal terms—and all the clauses and
protections and break fees that come with them—are finding themselves, predictably, in pole position in today’s
market.

Do multiples plateau from here? Conventional wisdom hints they will, but then again we remember the same
thing being said three or four years ago. One reality of a frothy market, especially one that has been frothy for
several years, is that investments still need to produce good returns, regardless of where the market is when
investments are made and exited. Deals made in 2014, for example, should be sold for a higher multiple
today—10.7x today is a turn higher than the 9.6x median from three years ago. But what happens in 2020 and
beyond? Are today’s buyers penciling in more incremental increases in purchase price multiples, year after year?
The flies on the wall must be privy to some interesting—dare we say frothy?—debates right now. Then again,
weren’t similar debates being had back in 2014? 9.6x was a record-high median at the time.

https://theleadleft.com/wp-content/uploads/2017/11/Nov-27-2017-PitchBook.png
https://theleadleft.com/wp-content/uploads/2017/11/PitchBook-3Q-2017-US-PE-Middle-Market-Report.pdf


Contact: Alex Lykken
alex.lykken@pitchbook.com


